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are now he urth year of the second World War. In this report 
we are comparing the reactions during this war with those in the corre- 
sponding period of World War I and are bringing all our forecasts up to 
All of the charts on the following pages are drawn on exactly the same 
The first five ars of each curve show the trend which preceded the 
ak of the war. The next years, shaded in red, are war years, the darker 
ng showing the actual participation of the United States. The last five 
are the five years which followed the armistice. 
he chart above W the sales of urban real estate in the principal 
of the United Stat In the period which preceded the beginning of 
& war the trends were tally different for the two war periods. There has 
some similarity howeve Since the war started, except that the level in 
resent period is ver much higher than the corresponding level in the 
| Wo} War I period. We do not anticipate adrop to the very low levels of 
| World War I unless limitations are placed on sales. 
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HFRE is a very striking similarity between the curves of mortgage activity 


in the first and second World Wars, and we believe that this similarity 

will continue during the following year. The curtailment of building will 
limit mortgage activity in this field, leaving the greater part of the activi- 
ty in the refinancing of older property. 
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changes in the general price level in the two periods. 
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the top of the following page shows’ the comparison of the 
It is quite appar- 


ent that after the United States entered the first World War prices rose 
more slowly, in a large measure because of the price control effort of Bernard 
Baruch. It is our opinion that since the entry of the United States into 
World War II price control will retard considerably the rise in the price lev- 
els during the continuance of this war. This will be especially true if ef- 
fective wage control provisions are enforced. The first real test of price 
control machinery will come in the latter half of 1943 when government expend- 
itures for the war will approach a rate of more than twice the present level. 
If price controls stop with the cessation of hostilities, prices will rise 
rapidly for a while at that time. 

FTER the first World War started,building material prices more than 
A tes as shown by the red line on the chart at the bottom of the fol- 

lowing page. The rise in World War II has been much more gradual, and 
the movement at the present time is sideways. We anticipate little further 
rise during the next year in building material prices, but the price level on 
many building materials will be purely an academic affair as most of these 
materials will not be available for building purposes. It will also be no- 
ticed from this chart that the great rise in building material prices before 
came with the end of price controls at the conclusion of the war, followed a 
year and a half later by a collapse. 
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| UMBER prices during the last war increased by 318% as shown by the chart 


at the top of the page opposite. The rise so far in this war has been 

roughly comparat » the rise in the first World War during the corre- 
sponding period. In ee market the rise would have been much greater. The 
movement during the ext six months in our opinion will be sideways and 
slightly upward. Much lumber, however, will be very hard to get and its qual- 
ity will not be equal to that of a year ago. 

It is somewhat probable that after the middle of next year the demand for 
lumber will drop slightly tecause of the completion of much war building. we 
doubt whether this would bring about a drop in price. 

HE cost of building a six room frame house in St. Louis is shown on the 

chart to the right in thousands of dollars. It will be noticed that the 

rise is comparable to the corresponding period of the first World War, but 
that at the present time the movement is downward. This too is largely of 
theoretical importance as the difficulties of getting materials and labor for 
the few buildings which do go forward during the next year will be so great 
and will involve so m lost time on the part of the contractor that the cost 
of labor and material going into the house will not represent the cost from 
the standpoint of time consumed and worries overcome. The actual cost, includ- 
ing all overhead item: will continue to creep upward during the remainder of 
the war and, in our ion, the period that follows. 

The significance of the increases in building material prices and in the 
cost of building a building will not be wholly apparent during the war. As 
long as rent control stays in force real estate values will not rise by any 
great percentage alth h the replacement cost of comparable properties may be 
very much higher than the capitalized value of net rent. 

As soon as the -« rgency is over, however, and rent control is removed, 
there will be a strong tendency for rents and values to approach far more 
Closely to the construction costs then current. This has always been true in 
the past. Over the long period rents and values of older properties are set 
by the replacement cost f the new properties which are being built, with of 
course an allowance for depreciation on the older properties. 

One of the basic isons for the real estate inflation of the twenties 
was this increase in truction costs which occurred from 1915 to 1920. It 
will be remembered that in this period in the average city the cost of build- 
ing a residential building doubled. 


As a result of this rapid increase in re- 
placement cost building stopped, and because building stopped rents and values 
of many existing properties increased by very large percentages. This made 
this real estate extremely profitable, and the habit of capitalizing the net 
income brought about tremendous increases in the opinion of value. Many prop- 


erties which had outlived their usefulness, because of the shortage became 
quite profitable again and were sold and resold without a clear conception of 
the temporary naturs f the profits they were earning. In this period the 
opinion was readily accepted that all real estate was profitable. 

It is improbable that with the amount of Government control now used a 
real estate boom could go to the irrational length of the last one, but if 
construction costs are permanently higher, eventually rents and values will 


ct 
Ww 
2 


follow the upward 
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rate of increase of all types of wages has 


the rate of increase in the corresponding pe- 


If industrial wages only were charted, the 
we have just come through would be greater 


ine includes not only the wages of industrial 
clerks, and of all other types of employed per- 
had little or no increase thus far, which has 


forecast at this time the further movement of 
President has announced that he would stabi- 


still doubtful how far he will be willing 
ll be. We believe that a strong con- 


+ 
2 
Je 


ould succeed in causing wages to creep upward 


rapidity experienced during the past’ two 


ng wages based on increases in the cost of 


slowing the rise. 
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drastic housing shortages occur very little 


That which does go forward will be in the 
type of building is now permitted under war 
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greatest mortality, and the leases of stores of this type 


ENT control, both by Government edict and moral suasion, has brought a 


new element into the present picture. Undoubtedly without rent control 
residential rents in the acute defense centers would now be rising at 

least as rapidly as they id during the first World War period. In many of 
these communities the shortages are really acute. It will be noticed that our 
index line has turned downward since the advent of rent control. This is due 
to the fact that under rent control no rents can rise but some rents may fall. 
Since in all communities the lower- and medium-priced units cannot increase in 
rent and since the higher-priced units can decrease and probably will, the av- 
erage of all rents naturally drops and, in our opinion, will continue to drop 


for the duration of th 


Even in defense citte there will be some residential rents which will 
drop as the heavy inco! xxes on individual incomes wiil make it impossible 
for many people to af the type of housing accommodations to which they 
have been accustomed in the past. Luxury apartments of all types in all cit- 
ies are poor investment it the present time. These properties are particu- 
larly hard-hit in New York City. Leases coming up for renewal which have come 
to our attention show dro} of about 25% on the higher-priced units; that is, 
for units formerly renting for $10,000 a year, renewals are now being taken at 
about $7,500; many $6,000 apartments have dropped to $4,500. However, apart- 
ments renting for $50 a month in New York have shown no decline. 

Rents on store properties have been quite spotty throughout the United 
States. A few locations, because of intensive defense activity, have in- 
creased in value and in rent, but as a general rule vacancies in store proper- 
ties are increasing and will continue to increase; and rents and leases are 
being renewed at a figure lower than the one current for the past few years. 
In non-defense center tores appealing to the luxury trade are having the 


are undergoing the 


greatest shrinkage in rentals in the cases where renewals have come up within 


the last month or two. yases have come to our attention in New York City of 
good store space formerly leased for $25,000 a year being rented on an 8% ba- 
sis with a $6,000 minimun ind a probable take of from $8,000 to $10,000. A 
large number of the bigger stores whose leases are now expiring are renewing 
on a month-to-month basji 

On the average rent mn office properties in most cities have been moving 
Sideways although in practically all defense cities vacancy has continued to 
shrink. The Federal Government has also rented large quantities of office 


space for Government departments. However, as a general rule these Government 
leases have been made at a price per square foot 
rable space in the city. 


below the average for compa- 


Rents on loft space have shown no universal trend throughout the country. 


In non-defense cities vacancy in this type of space is increasing, with proba- 
bly some softening of rents. In defense cities, while the market has not been 
brisk, there has been 


ficient demand to keep rents firm. 


In the post-war period it is our opinion that luxury apartments will have 


avery limited comeback, as income taxes will remain heavy. The same 
be true of luxury shops of the more exclusive type. Loft space will be 


rented with difficulty because of the competition of new efficiently designed 
manufacturing space no longer needed for war work. 
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problem. A rough similarity between the movements of interest rates in 
the first World War period to date and the second World War period thus 
an be seen. It is quite strikingly shown on the chart, however, that the 
rise in interest rates did not occur until after the United States en- 


| HE future of interest rates at the present time presents an interesting 


tered the war. The Government undoubtedly has learned much in the intervening 
period about the control of interest rates, but we still doubt whether with 
all types of Government pressure being used interest rates can be held down in 
the period ahead. If the cost of living and the retail price level can be 
stabilized, there will be a smaller tendency for interest rates to rise than 
there will be if prices continue upward. As pointed out many times in the 
Real Estate Analyst, the average individual will not consider it wise to lend 
money at 5%® a year when its purchasing power is declining at from 10% to 15% a 
year. A man lending money at 5% interest for three years may, in so far as 
purchasing power goes, receive back only 60% of what he loaned, with a net 
loss for lending his money of 25%. A situation of this kind kills the incen- 
tive to save as the lender is really paying the borrower to use his money. 

The interest rate figures used are on mortgages in New York City. Since 


New York is the financial capital of the United States interest rates on mort- 
gages in that territory are generally slightly lower than they are in other 
parts of the country. This may not be true however in the future as New York 
real estate has not recovered to any appreciable extent from the depression, 
making mortgage loans in that area more hazardous’ than they would be in many 
other sections of the country. This will probably result in a flight of capi- 
tal seeking investment in mortgages from the New York area to other areas of 
the country. If this occurs, interest rates in New York City will rise faster 
than they will in many other communities. 
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HE rapid rise in irm values during the last year for which figures are 
available (March 1941 to March 1942) is quite striking and is at least 
equal to the corre nding rise in the same period of the first World War. 
Since March 1942 the rise has been more rapid than before and by March 1943, 

when the next annual figures are available, the rise will be truly alarming. 
Farm values wil -ontinue to rise although the present action of the 
President in calling ra limitation on farm prices will have a tendency to 


retard the rapidity of the rise. If firm action is 
in farm values will be lower during the rest of the war and the period inme- 


also be retarded by the lack of a sufficient supply of farm labor, increased 
rates for those still available, and the shortage of agricultural machinery. 

We believe that the next few years will offer a splendid opportunity to 
the farmer to reduce hi indebtedness on his farm. If he merely uses the 
present opportunity to acquire additional acreage, thereby again increasing 
his mortgage debt, ? er or later he will find himself in the same position 
which farmers found themselves in generally after the collapse of prices in 
May 1920. The time prevent a farm foreclosure problem of sizable dimen- 
sions will be during the next few years and not after the war. When foreclo- 
sures start to imrease little can be dore, but much can be done now. 


During the next few years institutional lenders will have a splendid op- 


portunity to dispose f the farm lands they have acquired during the depres- 
sion. This opportunity should be utilized to the limit. It will have the ef- 
fect of dampening some of the speculative rise and of preventing a runaway 


market at the same time that it is taking these mortgage lenders temporarily 
out of the real estate business. 





taken by Congress the rise 


diately following tha it was in the first World War period. The rise will 
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past two years shows” chat 
40-4 : ao With the exception of Title 
i VI loans all business is 
al ,, running considerably below 
r & year ago. Defense hous- 
oy ing is inanced largely : 
To See oe 0% with Title VI. 
WAR EXPENDITURES 

URING August act Wal expenditures reached a new high 1 

of $4,900 mill11 r the month; this is approximately 


equivalent to th tal wealth of the states of Missis- 
Sippi and Georgia. [1 in increase of approximately 9% over 
the July figure. t ip below we have attempted to visi 


V 


alize the dollar amour ictual defense expenditures, July 
1, 1940, through Augu These expenditures are equiva- 0 
lent to the estimate ta real th of th nine en states 
shaded on the map below [The large figures on each state show 


the estimated wealth . that state in billions of dollars. 
Estimated wealth incl real estate, railroads and other 


public utilities, and everything of value in the state. 


As said before, e illustrations are not given with 
the intention of criticizing our foreign policy but to show 
ficulty of prev bing inflation: 
the difficulty f’ ti 


TOTAL WAR EXPENDITURES 
$41.344.629.000 
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The last month has not been very satisfactory from 

REAL ESTATE ACTIVITY the standpoint of the real estate operator. The 

unfavorable developments in the war have been a 

shock to confidence which has proved a retardant to real estate sales activi- 

ty. Many young couples who would otherwise be in the market for a home will 

not make purchases now because of the uncertainty of the draft status of the 
husband. 





Real estate sales this last month dropped on our index to a point 2.5% 
below the long-time normal. By referring back, however, to the corresponding 
period in the first World War it will be noticed that real estate sales are at 
a considerably higher level than they were at that time. 


€ & New residential building continues to decline this 

NEW BUILDING month,--the rate of building being 9.2 new family 

REAL ESTATE MORTGAGES units per year per 1000 families. New mortgage 

financing, closely allied to the volume of build- 

ing, also showed a slight decline. As long as new building is curtailed, we 
cannot expect any sizeable increase in real estate mortgage activity. 





The cost of building a typical building in St. 

BUILDING COSTS Louis has declined noticeably during the past 

month. This is due to the fact that building has 

practically stopped, throwing many building tradesmen out of work. As a re- 

sult these men are willing to accept employment at a lower rate of pay than 

that current a month or so ago. MThe total cost (both labor and materials) of 

building the guinea pig house this month is $7434, a decrease of $12 from Au- 
gust. 


General business has continued on a very high lev- 

GENERAL BUSINESS el, as it will for the next few years. All de- 

fense plants are working at capacity, taking up 

the slack from those plants producing consumers' goods which have been severe- 

ly restricted in output. The stock market at the present time is slightly 

€ & higher than it has been, but it is probable that this is merely a minor rally 

which will be followed by a corresponding decline. There is nothing in the 

past picture which would lead us to be optimistic on the outlook for the stock 
market. 
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